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Summary  and  Suggestions 


Managers  of  23  local  farm  supply- 
cooperatives  in  Kansas,  Nebraska, 
Missouri,  Iowa,  and  Illinois  provided 
information  for  this  report.  These 
associations  were  selected  because 
they  were  above  average  for  their 
respective  States  in  their  ability  to 
control  credit  and  inventory.  This 
area  was  divided  into  two  sections, 
a  cash  crop  section  consisting  of 
Kansas  and  Nebraska  and  a  diversi- 
fied farming  section  consisting  of 
Missouri,  Iowa,  and  Illinois.  The 
study  brought  out  these  facts  on 
sales  and  inventories: 

©Sales  of  farm  supplies  for  1957 
in  the  cash  crop  section  averaged 
$378,200  per  association  while  in 
the  diversified  section  they  averaged 
over  $1  million  per  cooperative. 

©Petroleum  was  the  major  com- 
modity in  each  section;  however,  in 
the  diversified  section,  it  amounted 
to  only  37  percent  of  all  sales 
compared  to  65  percent  in  the  cash 
crop  section.  Feed  amounted  to  only 
10  percent  of  sales  in  the  cash 
crop  area  compared  with  34  percent 
in  the  diversified  area. 

•Inventories  of  farm  supplies  av- 
eraged about  $53,000  per  association 
in  the  cash  crop  section  and  $88,000 
in  the  diversified  section.  Although 
sales  in  the  diversified  section  were 
nearly  three  times  as  great  as  in 
the  cash  crop  section,  inventories 
were  only  about  one  and  a  half  times 
larger. 


©The  inventory  turnover  is  helpful 
in  evaluating  inventory  management. 
With  the  exception  of  petroleum, 
inventories  of  nearly  all  other  sup- 
plies turned  more  rapidly  in  the 
diversified  section  than  in  the  cash 
crop  section.  The  median  turnover 
of  total  supplies  was  8.6  times  in 
the  diversified  section  in  1957-58 
compared  with  7.4  times  in  the  cash 
crop  section. 

©Reordering  of  supplies  was  based 
primarily  on  visual  inspection  of 
the  stock  on  hand.  In  half  the  asso- 
ciations, managers  assumed  com- 
plete responsibility  for  this  visual 
inspection;  but  in  the  rest  of  the 
associations  other  employees  helped 
them, 

©Some  purchasing  practices  used 
to  keep  inventory  costs  low  were 
(l)  buying  in  carload  lots,  (2)  pooling 
with  other  cooperatives,  and  (3)  pre- 
season buying.  These  practices, 
however,  may  cause  large  inven- 
tories. To  keep  inventories  low  when 
using  such  practices,  most  asso- 
ciations gave  quantity  discounts  and 
employed  preseason  sales  cam- 
paigns. 

©Taking  frequent  physical  inven- 
tories is  essential  in  controlling 
stocks  of  merchandise.  Six  asso- 
ciations took  complete  inventories 
monthly,  1  took  them  quarterly,  1 
took  them  twice  a  year,  and  15  took 
complete  inventories  only  at  the 
fiscal  year-end. 
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•Special  sales,  discounts,  auctions, 
and  bonuses  were  used  to  help  move 
slow-selling  items.  To  keep  inven- 
tories low,  most  associations  gave 
discounts  on  seasonal  itenns  sold 
ahead  of  the  regular  season. 

•One  of  the  biggest  problems  of 
these  co-ops  is  keeping  inventories 
from  becoming  too  large.  Factors 
which  affect  the  size  of  the  inven- 
tory are  (l)  procurement  practices, 
(2)  variation  in  demand,  (3)  types  of 
commodities  sold,  (4)  storage  space 
available,  (5)  capital  available,  (6) 
distance  from  supply,  (?)  transpor- 
tation facilities,  and  (8)  naanage- 
ment's  supervision  of  inventories. 

•it  is  costly  to  maintain  these 
farm  supply  inventories.  Not  only 
the  purchase  price  of  inventory  items 
but  the  cost  of  storing  them  must 
be  considered.  Interest,  insurance, 
shrinkage,  and  obsolescence  usually 
amount  to  more  than  10  percent  of  the 
inventory  value.  Thus  an  inventory 
averaging  $50,000  would  cost  $5,000 
per  year. 

The  following  suggestions,  based 
on  this  and  other  similar  studies, 
should  be  helpful  to  management  in 
controlling  inventories: 

1 .     Buy  in  An  Orderly  Manner. 

a.  Stock  those  commodities  cur- 
rently in  demand.  This  re- 
quires that  management  be 
aware  of  new  products  and 
recognize  when  others  should 
be  discontinued. 

b.  Buy  on  a  systematic  basis. 

c.  Do  not  reorder  until  inven- 
tories become  relatively  low. 
This  will  help  avoid  excessive 
inventories  which  result  in 
high   interest    costs  and  losses 


through      theft,     deterioration, 
and  obsolescense. 

2.  Maintain  Accurate  Records. 

a.  All  stock  should  be  carefully 
recorded  when  it  is  received. 

b.  Frequent  physical  inventories 
are  necessary  to  determine 
stock  shortage  and  damage, 
how  fast  the  stock  is  moving, 
and  when  to  reorder. 

3.  Define  Employee  Responsibility. 

a.  Delegate  specific  aspects  of 
inventory  management  to  cer- 
tain personnel  in  the  organi- 
zation. The  manager  cannot 
adequately  do  this  alone. 

b.  Give  employees  a  detailed  job 
description  of  their  duties  in 
controlling  inventories. 

4.  Use  Facilities  Efficiently. 

a.  Don't  permit  display  or  stor- 
age areas  to  become  cluttered. 
Such  areas  are  difficult  to 
work  in  and  do  not  help  sell 
merchandise. 

b.  Handle  stock  as  little  as 
possible.  Use  pallets  and 
mechanical  lifts  if  inventories 
are  large. 

c.  Use  space  interchangeably  for 
other  items  at  different  seasons 
to  minimize  the  space  required. 

5.  Watch  Inventory  Turnover. 

a.  Know  if  stock  is  moving  as 
fast  as  it  should.  Determine 
turnover  of  specific  com- 
modities and  compare  it  with 
turnover  of  other  suppliers 
selling  this  merchandise. 
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b.    If    turnover    is     slow,    find   out  est,    losses,    and   obsolescence 
why.    Is    the    stock    desirable?  amount   to   more   than    10   per- 
ls    the     inventory    too     large?  cent    of  the   average    inventory 
Are    you   doing   a   poor    selling  value, 
job? 

b.  Minimize     inventory    costs    by 

6.     Recognize  Inventory  Costs.  keeping     inventory     size    at    a 

minimum     for     providing     de- 

a.    Inventories    are    costly.    Inter-  pendable  service  to  patrons. 
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Inventory  Management  by  Selected  Retail 

Farm  Supply  Co-ops 

Area  IV  (Kansas,  Nebraska,  Missouri,  io^va,  and  iiiinois) 


by  Theodore  R.  Eichers 

Farm  Supplies  Branch 
Purchasing  Division 


Careful  control  of  inventories  is 
an  important  aspect  of  managing  any- 
retail  business.  With  farm  supply 
cooperatives  this  phase  of  business 
management  becomes  increasingly- 
important  each  year  as  more  new 
and  diversified  agricultural  supplies 
are  used  by  farmers. 


Inventory  management  consists 
primarily  of  three  phases:  (l)  Ob- 
taining merchandise,  (2)  handling  and 
storing  stocks  of  supplies,  and  (3) 
distributing  inventories.  When  these 
operations  are  performed  to  obtain 
stocks  at  the  lowest  possible  cost, 
to  maintain  them  at  the  smallest 
adequate  size,  to  store  them  with 
a  minimum  of  handling  and  storage 
losses,  and  to  dispose  of  them  as 
rapidly  and  economically  as  possi- 
ble, then  inventories  are  being  effi- 
ciently handled. 


Purpose  and  Method  of  Study 


This  study  was  undertaken  to 
determine  inventory  management 
policies  and  practices  of  farm 
supply  cooperatives  and  their  effect 
on  operating  efficiency.  It  is  the 
fourth  in  a  series  of  area  studies 
on  this  subject  conducted  by  Fanner 
Cooperative  Service. 

Specifically  the  objectives  of  this 
study  were  to: 


1.  Determine  purchasing  policies 
and  practices  affecting  inven- 
tory acquisition. 


2.    Determine     successful  handling 
and  storage  practices. 


3.    Determine     sales    policies    and 
practices    affecting  inventories. 


Note:  The  author  expresses  appreciation  to  officials  of  the  farmer  cooperatives  who  provided  information  on  their 
inventory  management  practices  and  to  J.  Warren  Mather,  Chief,  Farm  Supplies  Branch,  Farmer  Cooperative 
Service,  for  assistance  in  planning  and  developing  this  study. 


4.  Recommend  useful  policies  and 
practices  for  efficient  inven- 
tory management. 

Representatives  of  Farmer  Co- 
operative Service  interviewed  23 
local  farm  supply  cooperatives  to 
determine  their  inventory  policies 
and  practices  and  to  obtain  operating 
data  pertaining  to  inventory  manage- 
ment. 

The  area  covered  in  this  study 
included      Kansas,      Nebraska,      Mis- 


souri, Iowa,  and  Illinois.  For  pur- 
poses of  analysis  this  area  was 
divided  into  a  cash  crop  section 
and  a  diversified  farming  section. 
The  cash  crop  section  included 
Kansas  and  Nebraska  and  the  di- 
versified farming  section  included 
Missouri,  Iowa,  and  Illinois. 

We  selected  these  associations 
because  of  their  superior  credit 
control.  Therefore  we  believed  them 
to  be  better  than  average  in  their 
inventory  management. 


Volume  and  Type  of  Supplies  Distributed 


Sales     of    farm    supplies 
cooperatives     in     1957     ran 
$108,553   to  $2,393,142  and 
$713,290    per    association 
Petroleum  accounted   for    5 
of    all    supply    sales,    feed 
for     21     percent,     and    ferti 
miscellaneous    items    each 
for  9  percent  of  the  total. 


in  these 
ged    from 

averaged 
(table  1). 
2  percent 
accounted 
lizer  and 
accounted 


Not  all  associations  handled  each 
commodity.  In  those  which  sold  a 
specified  commodity,  this  commodity 
accounted  for  a  larger  proportion 
of  total  sales  than  the  averages 
previously  stated.  For  example,  feed 
amounted  to  33  percent  of  sales  in 
those  associations  which  sold  feed 
compared    with    only    21    percent   for 


all  the  cooperatives  in  the  study, 
including  those  selling  and  those  not 
selling  feed. 


Average  sales  in  the  diversified 
section  were  much  larger,  amounting 
to  $1,078,830  per  association  com- 
pared to  $378,210  in  the  cash  crop 
section.  Also  the  types  of  supplies 
sold  were  slightly  different  in  the 
two  areas.  In  the  cash  crop  area, 
petroleum  amounted  to  65  percent 
of  all  sales,  while  in  the  diversified 
area  it  accounted  for  only  37  percent 
of  the  sales.  Feed  amo'anted  to  only 
10  percent  of  sales  in  the  cash  crop 
area  compared  with  34  percent  in 
the  diversified  section. 


Acquiring  Inventories 


The  first  step  in  controlling  in- 
ventories is  acquiring  them.  A  few 
of  the  questions  which  must  be  an- 
swered   by   management   are:      Which 


commodities  to  stock?  How  much 
and  how  frequently  to  order?  How 
are  goods  to  be  delivered?  Who  is 
to  purchase  the  stock? 


Table  1.- -Supply  volume  and  proportion  of  supplies  in  selected  commodities  in  23  local  farmer  cooperatives, 

1957-58 


Section  and 

association 

number 


Volume 


Proportion  of  sales  in  selected  commodities 


Petroleum 


TBA' 


Feed 


Seed 


Fertilizer 


Building 

supplies 

and  farm 

machinery 


Paint  and 
chemicals 


Miscella- 
neous 


Cash  crop 


Percent 


1 

$810,908 

42 

12 

16 

3 

14 

(2) 

- 

13 

2 

216,456 

86 

3 

- 

- 

- 

- 

- 

11 

3 

628,254 

44       ■. 

8 

31 

5 

12 

- 

- 

- 

4 

324, 54S 

44 

6 

22 

- 

1 

18 

1 

8 

5 

325,013 

74 

7 

- 

- 

10 

- 

1 

8 

6 

149,365 

57 

11 

14 

- 

- 

1 

- 

17 

7 

223.516 

88 

7 

- 

- 

- 

- 

2 

3 

8 

168.221 

94 

2 

- 

- 

- 

- 

(3) 

4 

9 

613,596 

66 

.    5 

- 

- 

- 

- 

1 

28 

10 

108,553 

69 

6 

8 

- 

10 

- 

1 

6 

11 

517,497 

41 

3 

30 

- 

- 

6 

- 

20 

12 

452.581 

75 

7 

- 

- 

1 

- 

1 

16 

Average* 

378.210 

65 

6 

20 

4 

8 

8 

1 

12 

Average  of  12 

associations 

i". 

65 

6 

10 

1 

4 

2 

1 

11 

Median 

324.750 

68 

.7 

19 

4 

10 

6 

1 

11 

Diversified 

13 

2.393,142 

41 

•■     .  -     ;  -■ . 

51 

- 

8 

- 

- 

- 

14 

793,480 

64 

- 

13 

- 

23 

- 

- 

- 

15 

890,270 

58 

- 

29 

- 

13 

- 

- 

- 

16 

806.861 

51 

2 

11 

2 

26 

5 

2 

1 

17 

1,412,828 

76 

(3) 

- 

4 

15 

- 

4 

1 

18 

1,353,725 

32 

- 

13 

10 

9 

13 

- 

23 

19 

630,814 

76 

(3) 

- 

3 

14 

- 

6 

1 

20 

1,508,378 

6 

- 

74 

4 

8 

- 

- 

8 

21 

137,189 

1 

.    - 

68 

9 

7 

4 

- 

11 

22 

873,056 

1 

- 

58 

9 

19 

3 

2 

8 

23 

1,067,403 

- 

- 

56 

9 

15 

7 

1 

12 

Average* 

1.078,830 

41 

2 

41 

6 

14 

6 

3 

8 

Average  of  11 

associations 

,-- 

.37  . 

(3) 

34 

5 

14 

3 

1 

6 

Median 

890,270 

46 

■ '      2 

51 

7 

14 

5 

3 

8 

Combined 

Average* 


713.290 


54 


33 


12 


10 


Average  of  23 
associations 


52 


21 


Median 


628,254 


58 


29 


12 


1  Tires,  batteries  and  accessories. 

2  Dashes  indicate  item  not  handled  or  not  classified  separately. 


3  Less  than  0.5  percent. 

4  Average  of  those  handling  each  item. 


Ordering  Merchandise 

In  about  half  the  associations, 
managers  were  responsible  for  pur- 
chasing or  ordering  supplies.  De- 
partment heads  did  the  purchasing 
in  seven  cooperatives,  and  with  the 
manager's  approval  ordered  mer- 
chandise in  four  other  associations. 
In  the  larger  cooperatives  purchas- 
ing was  done  mostly  by  department 
heads,  while  in  the  smaller  ones 
managers  did  all  the  purchasing. 

New  major  lines  of  merchandise 
such  as  anhydrous  amnnonia  were 
usually     stocked     on     the    advice    of: 

(1)  Board  of  directors;  (2)  managers; 
(3)  department  heads;  and  (4)  pa- 
trons. Other  factors  mentioned  as 
important  in  deciding  on  new  lines 
were:    (1)  Advice  from  the  wholesale; 

(2)  patron  surveys;  and  (3)  college 
recommendations. 

In  deciding  on  when  to  reorder 
supplies,  17  associations  relied  pri- 
marily on  a  visual  inspection  of  the 
stock  on  hand.  Visual  inspection, 
however,  is  not  an  adequate  device 
for  maintaining  inventories.  If  they 
are  to  be  kept  at  the  proper  level, 
a  more  accurate  system  must  be 
used  in  reordering.  Management 
must  know  exactly  how  much  stock 
is  on  hand  and  approximately  how 
much  of  this  commodity  will  be  sold 
during  the  following  week  or  month. 

Several  cooperatives  used  other 
techniques  in  replenishing  their 
stocks.  Some  of  these  were:  (1) 
Monthly  inventories  of  certain  com- 
modities, (2)  check  lists,  and  (3)  flag 
systems. 

Purchasing  Methods 

In   obtaining    inventories    the    buyer 


must  decide  whether  to  buy  in  large 
lots  to  get  quantity  discounts  and 
small  unit  transportation  and  han- 
dling costs,  or  to  buy  in  smaller 
lots  to  keep  stocks  low  and  to  mini- 
miize  inventory  costs,  storage  losses, 
and  obsolescence. 

Most  of  the  cooperatives  in  this 
study  purchased  some  supplies  in 
carload  lots.  Commodities  purchased 
in  this  manner  were:  (1)  Feed  by 
10  cooperatives,  (2)  fertilizer  by  15, 
(3)  petroleum  by  12,  and  (4)  building 
supplies  by  3. 

Several  cooperatives,  to  obtain 
quantity  discounts  on  itemis  used  in 
smaller  amounts,  frequently  pur- 
chased carloads  of  these  items 
jointly  with  other  associations. 

Certain  inventory  procurement 
practices  help  to  keep  stocks  low, 
thus  minimizing  interest  costs  on 
inventories,  and  reducing  stock 
losses  and  obsolescence.  Purchasing 
methods  used  by  associations  in  this 
study   to   keep   inventories    low   were: 

(1)  Buying  on  consignment- -four 
associations  bought  seed  and  five 
bought      fertilizer     in     this     manner; 

(2)  buying  on  customer  orders  those 
items  for  which  there  is  no  great 
demand- -two  a-ssociations  bought 
appliances,  two  bought  seed,  one 
bought  odd-size  tires,  and  one  bought 
steel  products  in  this  manner. 

Buying  the  same  type  of  merchan- 
dise from  two  or  more  suppliers 
often  results  in  relatively  large 
inventories.  The  associations  in  this 
study  purchased  nearly  all  of  their 
supplies  from  their  wholesale  co- 
operatives. Usually  the  only  items 
purchased  from  any  other  sources 
were  miscellaneous  items  that  could 
not  be  obtained  fronn  the  wholesale 
cooperatives. 


Maintaining  Stocks 


An  accurate  inventory  record  is 
essential  if  the  cooperative  is  to 
maintain  stocks  at  the  proper  level. 
Excesses  of  certain  items,  shortages 
of  others,  and  losses  of  some  items 
are  bound  to  occur  if  the  merchan- 
dise is  not  properly  recorded. 


Inventorying 


A  physical  count  is  required  in 
controlling  inventories.  It  is  needed 
to  determine:  (1)  Stock  shortages; 
(2)  items  that  move  fast  or  slowly, 
and  (3)  condition  of  the  inventory 
stock. 


Several    suggestions    may    be   help- 
ful in  taking  the  inventory,^ 

1.  Make  a  nnap  of  all  places  where 
supplies  are  stored.  This 
should  include  all  counters, 
shelves,  bins,  and  out  of  the 
way  places.  Number  the  various 
sections  of  this  inventory  map. 

2.  Organize  the  stock  for  easy, 
accurate  counting.  Put  all  of 
a  certain  item  like  weed  sprays 
in  one  place.  This  speeds 
counting  and  shows  if  any  group 
of  merchandise  is  missing. 

3.  Select,  assign,  and  instruct 
employees  for  their  inventory 
duties.  Have  employees  check 
inventories  in  some  other  de- 
partment than  the  one  in  which 
they  normally  work. 


iV/estern  Farm  Equipment,  Dec.  1957.  "Avoid  End- 
of-the-Year  Inventory  Headaches." 


4.  Stop  all  sales  and  repair  activ- 
ities during  the  inventory. 

5.  Use  a  standard  inventory  valu- 
ation method.  The  most  com- 
mon methods  are  cost,  cost 
or  market  whichever  is  lower, 
and  retail  price. 

6.  Provide  a  control  of  listing 
sheets.  Thus  if  a  listing  sheet 
is  missing  when  the  summary 
is  made,  it  is  an  easy  matter 
to  locate  where  the  sheet  was 
assigned  rather  than  recount 
the  whole  inventory. 

7.  Review  the  results  of  the  in- 
ventory. Good  items  to  check 
are  those  which  are  completely 
"out"  or  those  stocked  in  ex- 
cess. 


All  the  associations  in  this  study 
took  a  complete  inventory  at  least 
once  a  year.  Most  of  them  inven- 
toried certain  items  more  than  once 
a  year.  The  frequency  with  which 
inventories  were  taken  was  as  fol- 
lows : 


1.  Daily  inventories  of  petroleum 
were  taken  by  five  associations. 

2.  Monthly  inventories  of  all  stock 
were  taken  by  six  associations. 
Nine  associations  inventoried 
petroleum  fuels  monthly,  two 
took  monthly  inventories  of 
feed  and  fertilizer,  and  two 
inventoried  tires,  batteries,  and 
accessories  each  month. 

3.  Quarterly      inventories      of     all 


supplies      were     taken     by     one 
association. 

4.  A  semiannual  inventory  of  all 
stock  was  taken  by  one  asso- 
ciation. 

5.  Annual  inventories  of  all  sup- 
plies v/ere  taken  by  15  asso- 
ciations. 

Employees  generally  took  daily 
inventories.  The  manager,  depart- 
ment heads,  and  employees  took 
monthly,  quarterly,  semiannual,  and 
annual  inventories. 

Daily  and  monthly  inventories 
were  helpful  in  controlling  shrink- 
age, spotting  slow-moving  items, 
and  maintaining  a  good  turnover. 
Semiannual  and  annual  inventories 
on  the  other  hand  served  mostly  to 
evaluate  the  inventory  for  balance 
sheet  purposes. 

Several  pricing  systems  can  be 
used  in  evaluating  the  inventory.  Ten 
associations  valued  inventories  at 
cost.  Eleven  valued  their  inventories 
at  the  purchase  price,  or  the  market 
price  if  that  was  lower.  Two  valued 
their  inventories  at  the  current 
wholesale  price. 

The     boards     of     directors     in     20 


associations  assisted  in  various 
ways  in  taking  annual  inventories. 
The  board's  part  in  the  annual  in- 
ventory was  mostly  a  spot  check 
of  the  employees'  work;  however, 
in  a  few  cooperatives  it  actually 
helped  take  the  inventories. 


Shrinkage 

Shrinkage  or  storage  losses  occur 
through  improper  recording,  im- 
proper handling  and  storing,  use  of 
faulty  storage  areas,  theft,  care- 
lessness, evaporation  of  fuels,  and 
in  other  ways. 

To  keep  shrinkage  at  a  minimum, 
the  associations  found  it  necessary 
to: 

1.  Record  all  stock  carefully; 

2.  Keep  the  storage  area  in  good 
condition; 

3.  Arrange  stock  to  make  short- 
ages noticeable; 

4.  Keep  inventories  at  a  minimum 
to  prevent  osbolescence,  de- 
terioration, or  spoilage;  and 

5.  Take  physical  inventories  fre- 
quently to  detect  losses. 


Moving  Inventories 


An  important  aspect  of  inventory 
management  is  moving  or  distribut- 
ing the  stock  of  merchandise.  In- 
ventories which  remain  on  the  shelf 
or  must  be  sold  at  a  loss  are  cer- 
tainly not  desirable.  K  they  do  not 
move,  they  should  be  discontinued 
or  at  least  kept  at  a  bare  mininaum. 


The  cooperatives  in  this  study 
used  various  methods  to  help  move 
inventories.  Nearly  all  of  them  put 
on  special  sales  of  various  com- 
modities at  different  times  through- 
out the  year.  Paint,  tires,  batteries, 
and  accessories  were  the  items  most 
often     put     on    sale;    however,    other 


items  such  as  feed,  fertilizer,  hard- 
ware, and  appliances  were  also  put 
on  sale  occasionally.  These  sales 
were  usually  reported  to  be  quite 
successful.  Prices  on  certain  obso- 
lete items  sometimes  had  to  be 
reduced  below  cost,  but  this  prac- 
tice was  believed  to  be  preferable 
to  keeping  them  in  stock.  In  fact, 
certain  unsalable  items  should  be 
discarded  if  they  cannot  be  sold. 

One  cooperative  held  an  auction 
each  year  to  which  neighboring 
cooperatives  brought  slow-moving 
items.  These  auctions  were  cited  as 
very  helpful  in  disposing  of  a  lot  of 
"dead"  merchandise. 

Several  associations  cited  quantity 
discounts  as  an  aid  in  moving  in- 
ventories. Petroleum,  feed,  and 
fertilizer  were  the  major  items  on 
which  quantity  discounts  were  given. 
Furthermore,  since  quantity  pur- 
chases require  less  expense  per  unit 
of  sales,  volume  discounts  can  be 
justified  as  a  means  of  equating 
handling  costs  to  all  patrons. 

Employee  bonuses  were  used  to  a 
limited  extent  to  aid  in  moving  in- 
ventories. Some  managers  frowned 
on  this  practice,  however,  because 
salesmen  were  likely  to  concentrate 
on     itenns     on     which     bonuses    were 


paid.  Also,  friction  between  sales- 
men sometimes  occurred  if  one 
received  a  bonus  on  his  items  and 
another  did  not.  Thus,  some  man- 
agers reasoned  that,  to  prevent  fric- 
tion, bonuses  should  be  given  on 
all  commodities,  which  was  really 
little  better  than  not  having  them  on 
any  commodity  as  far  as  increased 
sales  were  concerned. 

Selling  merchandise  directly  from 
the  railroad  car  rather  than  putting 
it  in  storage  was  a  good  means  of 
keeping  inventories  down.  One  asso- 
ciation indicated  it  sold  about  half 
of  its  merchandise  in  this  manner. 
Fertilizer  was  the  item  nnost  often 
handled  in  this  way.  Because  of  the 
seasonal  nature  of  fertilizer,  many 
cooperatives  did  not  have  storage 
space  for  it,  and  selling  from  the 
cardoor  was  the  only  way  in  which 
it  could  be  carried.  Several  asso- 
ciations also  sold  feed,  seed,  and 
other  farm  supplies  directly  from 
the  railroad  cars. 


Preseason  sales  of  seasonal  items 
was  another  device  used  by  most 
of  the  cooperatives  to  help  move 
inventories.  Much  of  the  oil,  grease, 
and  fertilizer,  and  some  of  the  wire, 
antifreeze,  seed,  tv^ine,  and  tires 
were  moved  by  such  sales. 


Inventory  Size 


How  big  should  inventories  be? 
Should  they  be  large  enough  to  meet 
all  patrons'  requests  at  all  tinnes? 
Or  should  they  be  limited  to  meet 
nnost  of  the  patrons'  requests,  real- 
izing that  occasionally  a  few  items 
nnay  be  out  of  stock? 

One    of    the    major    problems   with 


inventories  is  keeping  them  from 
becoming  too  large.  A  shortage  of 
stock  is  readily  noticed  and  quickly 
remedied,  but  the  manager's  atten- 
tion is  seldom  drawn  to  an  over- 
supply  of  goods. 

Some     managers     are     inclined    to 
stock    up    if    the    space   is   available. 


However,  the  practice  of  maintaining 
excessive  inventories  can  result  in 
serious  losses  in  several  ways: 
(1)  Capital  is  tied  up;  (2)  actual 
storage  losses  may  occur  through 
deterioration,  theft,  fire,  and  the 
like;  (3)  speculative  losses  can  occur 
through  price  declines,  and  (4)  in- 
ventories may  become  obsolete  while 
standing  on  the  shelf. 


Factors  Affecting  Size 


Some  practices  and  conditions  af- 
fecting inventory  size  have  been 
discussed  previously,  but  these  and 
others  are  brought  together  in  this 
section  of  the  report. 

Procurement  Practices 

If  the  cooperative  obtains  produc- 
tion supplies  in  carload  lots,  inven- 
tories must  be  larger  than  when 
stock  is  purchased  in  smaller  lots. 
Pooling  with  other  cooperatives,  on 
the  other  hand,  could  enable  coop- 
eratives to  obtain  quantity  discounts 
without  purchasing  a  full  carload. 
Most  of  the  cooperatives  studied  did 
obtain  some  items  in  carload  lots, 
especially  feed  and  fertilizer.  Sev- 
eral cooperatives  pooled  purchases 
with  other  cooperatives,  especially 
steel  goods  and  chemicals. 

Seasonal  Variation  in  Demand 

Most  farnn  commodities  have  a 
seasonal  demand.  Seed,  fertilizer, 
trac^^or  fuels,  heating  fuel,  and  even 
feed  requirements  vary  throughout 
the  year.  Often  these  seasonal  items 
are  purchased  in  advance  to  assure 
delivery  before  they  are  needed. 
Usually  this  practice  results  in  a 
discount  from  the  wholesale  coop- 
erative;   however,    if   the  local  should 


want  to  purchase  all  its  supplies  in 
advance  this  would  require  large 
amounts  of  storage  space.  Some 
locals  included  in  the  study  met  this 
situation  by  granting  discounts  to 
their  patrons  for  preseason  pur- 
chases. 

Types  of  Commodities  Sold 

The  demand  for  hardware,  farm 
machinery,  and  building  supplies  is 
not  as  great  or  as  predictable  as 
for  feed  or  petroleum.  Therefore, 
inventories  of  such  merchandise 
must  be  much  larger  in  relation  to 
sales  than  those  of  feed  or  petro- 
leum. Supplies  of  farm  machinery 
usually  must  be  sufficient  for  6  to 
9  or  more  months  while  those  of 
feed  and  petroleum  may  be  less 
than  1  month. 

Amount  of  Storage  Space  Available 

A  limited  amount  of  storage  space 
will  necessitate  smaller  inventories 
than  might  be  carried  if  space  were 
adequate  or  excessive.  Although  sev- 
eral managers  wanted  additional 
storage,  a  limited  storage  space  has 
its  advantage  in  limiting  inventories. 
K  increased  storage  space  will  not 
result  in  an  increase  in  sales  or 
permit  more  efficient  purchasirg  or 
handling  of  stock,  there  is  no  sound 
reason  to  add  it. 


Amount  of  Capital  Available 

Limited  capital  may  also  curtail 
inventories.  Again,  unless  larger 
stocks  of  nnerchandise  result  in 
more  sales  or  more  efficient  pur- 
chasing and  handling  there  is  no 
advantage  in  increasing  inventories. 
Only  a  few  of  the  cooperatives  in 
this  study  indicated  they  would  like 
to  stock  larger  inventories  if  they 
had  the  capital  to  do  so. 
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Distance  from  Supply 

A  cooperative  located  at  a  great 
distance  fronn  its  wholesale  will  be 
required  to  carry  a  larger  stock  of 
supplies  than  those  located  close 
to  the  source  of  supply.  Several 
associations  included  in  this  study 
were  located  so  close  to  the  source 
of  supply  that  they  needed  very  small 
inventories;  in  fact  a  few  could  make 
deliveries  directly  from  the  whole- 
sale's warehouse  or  plant. 

Transportation  Service 

Transportation  service  can  affect 
inventory  size  if  such  service  is 
especially  good  or  poor,  but  all  as- 
sociations in  this  study  indicated 
that  transportation  facilities  and 
services  were  good  and  did  not  in 
any  way  affect  their  inventory  size. 
One  preferred  to  pay  the  demurrage 
on  railroad  cars  and  sell  feed 
directly  from  the  car  rather  than 
unload  feed  into  its  warehouse.  This 
not  only  helped  reduce  its  inventory 
but  also  greatly  reduced  handling 
and  storage  costs. 

Manager's  Supervision  of  Inventory 

A  close  check  on  stocks  of  supplies 
by  management  is  probably  the  most 
effective  inventory  control.  If  man- 
agement keeps  accurate  monthly 
inventory  records  and  check  lists, 
it  should  be  able  to  maintain  ade- 
quate inventories  and  yet  keep  them 
relatively  small. 


In  summarizing,  inventories  should 
be  "just  large  enough."  This  poses 
a  problem  in  deciding  what  is  large 
enough.  Shall  the  cooperative  attempt 
to  provide  the  best  possible  service? 
This       would      require      considerably 


larger  inventories  than  if  the  coop- 
erative provides  a  highly  acceptable 
service,  knowing  that  occasionally 
it  may  be  unable  to  meet  certain 
patron's  requests.  The  minimum 
stock  supply  of  course  will  vairy 
with  each  commodity.  It  may  be  as 
little  as  a  3 -day  supply  with  petro- 
leum or  it  may  be  as  great  as  a 
1  -year  supply  for  farm  machinery. 
To  keep  inventories  at  an  absolute 
minimum  may  require  purchasing 
in  small  lots,  thus  losing  quantity 
discounts  and  paying  more  per  unit 
for  transportation,  bookkeeping,  and 
handling  costs.  The  manager  must 
determine  at  what  point  inventory 
costs  equal  the  savings  resulting 
from  a  relatively  large  inventory. 
The  inventory  at  this  point  is,  per- 
haps, the  amount  that  should  be 
maintained. 

Commodity  Variations 

Inventories  used  in  this  study  were 
averages  of  the  beginning  and  ending 
inventory  in  the  1957-58  fiscal  year 
of  the  associations  studied.  Two 
associations  kept  monthly  inven- 
tories and  the  average  of  these  was 
slightly  higher  than  that  of  their 
year -end  inventories.  In  one  of  these 
associations,  year-end  inventories 
were  96  percent  of  the  monthly 
average,  while  in  the  other  they 
were  80  percent  of  the  monthly 
average. 

Supply  inventories  of  the  coop- 
eratives in  this  study  ranged  in  value 
from  $8,553,  to  $192,336  and  av- 
eraged $69,892  (table  2).  Coopera- 
tives in  the  cash  crop  section  had 
an  average  of  $53,301  in  supply 
inventories  while  associations  in  the 
diversified  section  had  $87,992  in 
such  inventories.  Those  in  the  di- 
versified section  were  about  50 
percent   larger   than   in  the  cash  crop 


Table  2. --Size  of  farm  supply  inventories  and  proportion  represented  by  specific  commodities  in  23  farmer 

cooperatives,  1957-58 


Section  and 
association 

Proportion  of  inventory  in  specified  commodities 

Inventory 

Building 

number 

Petroleum 

TBA^ 

Feed 

Seed 

Fertilizer 

supplies; 
machinery 

Paint  and 
chemicals 

Miscella- 
neous 

Cash  crop 

Pt 

'rcent 

1 

$160,794 

18 

27 

10 

6 

16 

(3) 

- 

23 

2 

14,942 

58 

8 

- 

- 

- 

- 

- 

34 

3 

99.415 

15 

16 

4  69 

- 

- 

- 

-' 

- 

4 

80,945 

8 

8 

14 

- 

- 

36 

2 

32 

5 

31.078 

29 

23 

- 

- 

23 

- 

5      ■ 

20 

6 

22,578 

22 

42 

10 

- 

- 

26 

-  ■ 

■    - 

7 

13,657 

50 

31 

- 

- 

- 

- 

1 

18 

8 

8,553 

45 

12 

- 

- 

- 

- 

- 

43 

9 

51,638 

20 

10 

- 

- 

- 

- 

1 

69 

10 

11,321 

32 

16 

8 

- 

27 

- 

2 

15 

11 

69,037 

11 

- 

3 

- 

- 

9 

- 

5  77 

12 

75.648 

43 

28 

- 

- 

1 

- 

3 

25 

Averages 

53,301 

29 

20 

19 

6 

17 

24 

2 

36 

Average  of  12 

associations 

29 

18 

9 

1 

6 

6 

1 

30 

Median 

26 

16 

10 

6 

20 

26 

2 

29 

Diversified 

13 

106,432 

44 

4 

31 

(4) 

6 

- 

11 

4 

14 

79,886 

62 

- 

19 

- 

19 

- 

- 

- 

15 

124.351 

42 

- 

39 

- 

19 

- 

- 

- 

16 

75,838 

18 

10 

9 

2 

23 

20 

10 

8 

17 

80,900 

52 

3 

- 

1 

29 

- 

10 

5 

18 

192,336 

4 

- 

3 

15 

1 

38 

- 

39 

19 

51.460 

45 

6 

- 

1 

19 

- 

19 

.     10 

20 

76.951 

15 

- 

35 

4 

8 

- 

- 

"■       38 

21 

17.302 

1 

- 

23 

12 

22 

15 

- 

27 

22 

54.708 

1 

- 

51 

8 

4 

15 

6 

15 

23 

107.748 

- 

- 

40 

4 

1 

26 

5' 

24 

Averages 

87.992 

28 

6 

28 

6 

14 

23 

10-      - 

19 

Average  of  11 

associations 

26 

2 

23 

4 

14 

10 

6 

-  15 

Median 

30 

5 

31 

4 

19 

20 

10 

15 

Combined 

Averages 

69.892 

29 

16 

24 

6 

15 

23 

6 

28 

Average  of  23 

associations 

28 

11 

16 

2 

9 

8 

3 

23 

Median 

26 

12 

19 

6 

19 

23 

5 

24 

1  Average  of  beginning  and  ending  inventory,  1957-58. 

2  Tires,  batteries,  and  accessories. 

3  Dashes  indicate  item  not  handled  or  not  classified  separately, 
^This  was  elevator  merchandise  and  included  miscellaneous  items. 

5  Also  includes  machinery,  hardware,  and  the  like. 

6  Average  of  only  those  associations  handling  each  item. 
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section,  but  supply  sales  of  the 
cooperatives  in  the  diversified  sec- 
tion were  about  3  times  larger  than 
those  in  the  cash  crop  section. 

Petroleum  was  the  largest  inven- 
tory item,  accounting  for  28  percent 
of  inventories  in  the  23  associations 
studied.  Petroleum  was  also  the 
largest  sales  item  accounting  for 
52  percent  of  the  sales  (figure  1). 
Tires,  batteries,  and  accessories 
accounted  for  11  percent  of  the 
inventories  and  only  3  percent  of 
the      sales.      Feed     amounted     to      16 


percent      of      the     inventory     and     21 
percent  of  the  sales. 

Commodities  varied  somewhat 
in  the  two  sections.  Petroleum 
amounted  to  29  percent  of  the  inven- 
tory in  the  cash  crop  section  and 
26  percent  in  the  diversified  section 
(table  2).  Feed  amounted  to  only 
9  percent  of  inventories  in  the  cash 
crop  section  compared  with  23  per- 
cent in  the  diversified  section.  Fer- 
tilizer amounted  to  6  percent  in  the 
cash  crop  section  and  14  percent  in 
the  diversified  section. 


Inventory  Turnover 


The  inventory  turnover  is  a  valu- 
able tool  in  nneasuring  the  efficiency 
of  the  use  of  inventory  capital.  An 
inventory  turnover  ratio  relates 
inventory  size  to  sales.  It  shows 
how  many  times  the  stock  supply 
was  sold  in  1  year.  Turnover  is 
usually  calculated  by  dividing  cost 
of  sales  by  cost  of  inventory.  A 
monthly  average  inventory  is  more 
meaningful  than  a  quarterly  average 
or  a  beginning  and  end-of -the -year 
average. 

A  turnover  of  12  times  means  that 
the  inventory  was  sold  once  each 
month.  This  measure  can  be  ex- 
pressed as  the  number  of  days'  sup- 
ply in  inventory.  A  turnover  of  12 
times  means  the  association  nor- 
mally had  30  days  supply  of  this 
commodity  on  hand  based  on  365 
days  a  year,  or  25  days'  supply 
based  on  300  selling  days  a  year. 

Turnover  in  different  associations 
will  vary  because  of  the  amount 
and  type  of  supplies  sold,  distance 
from    source    of   supplies,    transpor- 


tation facilities,  storage  space,  and 
other  factors.  However,  usually  one 
can  assume  that  cooperatives  with 
high  turnover  ratios  are  managing 
inventories  more  efficiently  than 
those  with  low  turnover. 

Median  turnovers  are  used  in  this 
report  rather  than  average  turnovers 
because  a  few  excessively  large 
turnovers  tended  to  distort  the 
average.  The  median  turnover  of 
total  supplies  for  all  the  coopera- 
tives in  this  study  was  8.3  times 
in  1957-58  (table  3).  The  range  was 
from  3.4  times  to  18.7  times  (figure 
2  and  table  3).  The  associations  with 
the  highest  turnover  had  approxi- 
mately 7  times  more  volume  than 
those  with  the  lowest  turnover.  Com- 
modities sold  were  similar  in  each 
organization. 

Commodities  turned  8.6  times  in 
the  diversified  section  of  the  area 
studied  compared  with  7.4  times  in 
the  cash  crop  section  (figure  3).  This 
was  probably  due  to  the  larger  sales 
volume  in  the  diversified  area. 
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Table  3. --Inventory  turnover  of  selected  farm  supplies  in  23  farmer  cooperatives,  1957-58^ 


Section  and 

association 

number 


Total 


Petroleum 


TBA' 


Feed 


Seed 


Fertilizer 


Building 

supplies 

and  farm 

machinery 


Paint  and 
chemicals 


Miscella- 
neous 


Cash  crop 

'■ 

Times  per 

year 

1 

4.2 

9.4 

2.0 

7.1 

2.3 

3.7 

(3) 

- 

2.3 

2 

11.2 

16.2 

3.8 

- 

- 

- 

- 

- 

4.0 

3 

4.7 

12.5 

2.6 

- 

- 

- 

- 

- 

- 

4 

3.4 

19,2 

1.9 

5.9 

- 

6.8 

1.9 

2.0 

2.1 

5 

8.3 

21.4 

2.7 

- 

- 

2,8 

- 

.9 

3.6 

6 

5.5 

15.9 

1,7 

11.1 

- 

- 

.3 

- 

- 

7 

13.5 

23.7 

3.3 

- 

- 

- 

- 

25.3 

2,5 

8 

15.4 

31.2 

3.9 

- 

- 

- 

- 

- 

1,8 

9 

9.8 

31.4 

5,0 

- 

- 

- 

- 

2.5 

4,4 

10 

8.1 

16.8 

2,6 

9.6 

- 

3.5 

- 

5.9 

3.2 

11 

6.6 

22.3 

- 

72,7 

- 

- 

2,0 

- 

3.4 

12 

5.0 

8.3 

1,4 

3.7 

.9 

3.8 

Average  of  those 

handling  each 

item 

8.0 

19.0 

2,8 

21.3 

2.3 

4.1 

1.4 

6.3 

3.1 

Median 

7.4 

18,0 

2,6 

9.6 

2.3 

3.7 

1.9 

2.3 

3.3 

Diversified 

13 

18.7 

15.8 

2,7 

30.0 

11.2 

23.7 

5.8 

2.8 

.8 

14 

8.0 

8.0 

- 

5.9 

- 

9.7 

- 

- 

- 

15 

5.9 

7.8 

- 

4,3 

- 

4.0 

- 

- 

- 

16 

8.6 

22,3 

1,5 

14.0 

8.5 

10.3 

1.2 

1.4 

3.0 

17 

14.5 

20,5 

1,5 

22.6 

106.6 

8,7 

- 

3.9 

2.7 

18 

5.4 

39,2 

- 

- 

4.1 

55,6 

2.5 

- 

2.7 

19 

10.2 

16.4 

,8 

- 

20.6 

9,0 

- 

3.1 

1.0 

20 

17.8 

7.6 

- 

38,1 

15.6 

16,5 

- 

- 

3.4 

21 

7.5 

10.3 

- 

17,2 

7.4 

7,0 

1.9 

- 

3.0 

22 

13.6 

9.6 

- 

15.4 

15.8 

70.8 

2.9 

3.4 

15.4 

23 

8.4 

- 

- 

11,6 

18.2 

119.0 

1.8 

2.4 

5.0 

Average  of  those 

handling  each 

item 

10.8 

15.8 

1.6 

17.7 

23.1 

30.4 

2.7 

2.8 

4.1 

Median 

8.6 

13.1 

1.5 

15.4 

15.6 

10.3 

2.2 

3.1 

2.9 

Combined 

Average 

9.3 

17.5 

2.5 

19.0 

21.0 

22.2 

2.3 

4.5 

3.6 

Median 

8.3 

16.3 

2.6 

12.8 

13.4 

8.9 

1.9 

2.7 

3.0 

1  Turnover  based  on  cost  of  goods  sold  and  average  of  year-end  inventories. 

2  Tires,  batteries,  and  accessories. 

3 Dashes  indicate  item  was  not  handled  or  not  classified  separately. 


13 


Turnover  should  be  calculated  for 
each  commodity  if  the  ratio  is  to  be 
of  value.  Petroleum  may  turn  30  or 
more  times  a  year  while  machinery 
may  turn  no  more  than  once  or 
twice  each  year.  In  this  study  fer- 
tilizer turned  8.9  times,  seed  13.4 
times,  feed  12.8  times  and  petroleum 
turned  16.3  times  in  1957-58  (table 
3).  Median  rates  were  substantially 
lower   than  averages  for  these  items. 

Petroleum  and  related  products 
turned  more  rapidly  in  the  cash  crop 
area--18  times  compared  with  13.1 
times  in  the  diversified  area.  Feed 
and  fertilizer  turned  more  rapidly 
in  the  diversified  farming  section 
than  in  the  cash  crop  section.  In 
this  section  feed  turned  15.4  times 
compared  to  9.6  times  in  the  cash 
crop  section.  Fertilizer  turned  10,3 
times  compared  to  3.7  tinnes  in  the 
cash  crop  section  (table  3). 

When  these  turnovers  are  stated 
in  terms  of  days'  supply  on  hand, 
the  cash  crop  section  had  an  aver- 
age of  20  days'  supply  of  petroleum 
connpared  with  27  days  in  the  di- 
versified section;  38  days'  supply 
of    feed    compared    with   21    days    for 


the  diversified  section;  and  97  days' 
supply  of  fertilizer  compared  with 
35  days  for  the  diversified  section. 

These  cooperatives  had  an  average 
of  3  to  4  weeks  supply  of  petroleum 
on  hand,  yet  many  of  them  got  weekly 
deliveries  of  petroleum.  Theoreti- 
cally in  these  associations  it  should 
be  possible  to  keep  stocks  down  to 
an  average  amount  equal  to  half  of 
their  weekly  deliveries.  Thus  with 
deliveries  every  7  days  average 
inventories  might  be  as  low  as  a 
4  days'  supply,  provided  management 
knew  exactly  how  much  of  a  certain 
comnnodity  would  be  required  before 
the  next  delivery.  However,  stocks 
larger  than  this  absolute  average 
mininnum  of  half  of  regular  deliv- 
eries must  be  carried  because 
management  does  not  know  exactly 
how  much  of  the  item  will  be  re- 
quired and  it  may  not  know  precisely 
the  time  of  the  next  delivery.  Also 
to  keep  stocks  at  this  bare  minimum 
might  require  costly  small  orders. 
Because  of  these  factors  the  average 
supply  on  hand  usually  greatly  ex- 
ceeds half  of  the  amount  of  regular 
deliveries  to  the  associations  during 
a  specified  period. 


Inventory  Costs 


Inventory  costs  are  closely  related 
to  inventory  size  and  turnover.  These 
costs  include  interest,  insurance, 
taxes,  shrinkage,  and  obsolescence. 
According  to  several  authorities 
these  may  easily  amount  to  10  per- 
cent of  the  average  inventories  on 
hand  each  year. 

At  this  rate  inventory  costs  would 
amount  to  $28  for  1  day's  supply 
of  inventory  or  $140  for  5  days' 
supply    if  sales  amounted  to  $100,000 


per  year.  Or  stated  in  another  way, 
reducing  the  supply  of  inventory  by 
only  5  days  will  result  in  yearly 
savings  of  $140  in  an  association 
with  $100,000  sales.  Such  costs  for 
other  volumes  and  turnover  rates 
are  shown  in  table  4, 

The  23  cooperatives  used  in  this 
study  had  an  average  of  43  days' 
supply  of  merchandise  on  hand  and 
their  average  sales  amounted  to 
$713,290    a   year   in    1957-58.    At   the 


14 


cs 


O 
O 

in  c 


O 
> 


3     L^ 

Z      ^ 

a 

0) 

o 

> 

o 

o 

u 

c 

>. 

^ 

:^ 

a 

H- 

Q. 

^.    „ 

>s»/5 

O    E 

4_       w. 

'■..■ 

S     0 

CD  ^ 

>  "i 

C     u 

.i     o 

—J 

eo 

CM 

^KH.^" 

3  L^ 


m 


O 


m 


o 


15 


K 

m 

o 

^^^ 

.^"■n 

»k 

tn 

(/> 

0) 

a 

0 

D 
O 

wS 

k. 

c 

o 

^^ 

>. 

(1> 

•  MB 

O 

E 

^ 

E 

in 

o 

c 

u 

«/> 

0) 

"D 

> 

''     0) 

«  ^ 

0)       ^. 

o 

D         U 

^ 

0)        0 

0) 

J.     ^^ 

a 

0) 

o 

u^ 

o 

^ 

u 

o 

>. 

L^ 

a 

^ 

a 

(D 

D 

> 

to 

O 

F 

c 

k. 

0 

D 

L^ 

.^ 

0 

>s 

u 

^ 

O 

O 

^ 

o 

CO 

> 

c 

16 


Table  4. — Estimated  annual  inventory  costs  for  cooperatives  with  various  volumes  and  inventory  turnover  ratesi 


Inventory 
turnover 

Number  of 
days'  supply 
in  inventory 

Annual  inventory  costs  with  sales  of: 

times  per 
year 

$100,000 

$200,000 

$300,000 

$400,000 

$500,000 

$1,000,000 

$2,000,000 

360 

1 

388 

$56 

$84 

$112 

$140 

$280 

$560 

72 

5 

140 

280 

420 

560 

700 

1.400 

2.800 

36 

10 

280 

560 

840 

1.120 

1.400 

2,800 

5,600 

24 

15 

420 

840 

1,260 

1.680 

2,100 

4.200 

8.400 

18 

20 

560 

1,120 

1,680 

2.240 

2,800 

5.600 

11.200 

12 

30 

840 

1.680 

2.520 

3.360 

4,200 

8,400 

16,800 

6 

60 

1,680 

3.360 

5,040 

6.720 

8.400 

16.800 

33.600 

4 

90 

2.520 

5,040 

7.560 

10.080 

12,600 

25.200 

50.400 

2 

180 

5,040 

10,080 

15,120 

20,160 

25.200 

50.400 

100.800 

1 

360 

10.0>30 

20,160 

30,240 

40,320 

50.400 

100.800 

201.600 

1  Based  on  costs  amounting  to  10  percent  of  average  inventories. 


rates  used  in  table  4,  inventories 
cost  these  associations  about  $8,590 
a  year. 

The  12  cooperatives  with  largest 
volumes  had  average  sales  amount- 
ing to  $1,097,42  5  and  an  average 
of  36  days'  supply  of  merchandise 
on  hand.  Inventory  costs  in  these 
organizations  amounted  to  about 
$11,060.  The  smaller  ones  had  an 
average  volume  of  $294,230  and  an 
average  supply  of  42  days,  so  their 
inventory  costs  were  about  $3,460 
each. 


With  a  turnover  of  only  twice  a 
year,  inventories  will  cost  $  5  per 
$100  of  sales,  K  the  turnover  is 
20  times  a  year,  inventories  will 
cost  50  cents  per  $100  of  sales. 
In  this  study  those  cooperatives  with 
more  than  87  percent  of  fast-moving 
items  had  a  turnover  averaging  11,6 
times  in  1957-58,  so  their  inventory 
costs  were  about  $0.86  per  $100 
sales.  Those  associations  with  less 
than  87  percent  of  fast-moving  items 
had  a  turnover  of  5.8  times  and 
inventories  cost  them  about  $1.47 
for  each  $100  of  sales. 


Regionals'  Inftueiice  on  Inveotory  Management 


Most  associations  indicated  that 
their  regional  suppliers  did  not 
greatly  influence  their  inventory 
practices. 

Five  associations  said  thai  the 
regional       supplier       helped      control 


inventories  by  spotting  slow  items, 
suggesting  new  salable  merchandise, 
and  not  trying  to  overload  them. 
Three  associations  said  that  the 
regional  suppliers  adversely  affected 
inventory  management  by  trying  to 
pressure      the      local      into     stocking 
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unwanted     merchandise    or    carrying 
an  excess  of  stock. 

Several  indicated  dissatisfaction 
with  regional  incentive  programs 
because  these  caused  friction  among 
employees,  excesses  of  certain 
items,  and  loss  of  time  for  em-, 
ployees  who  were  on  trips.  Several 
managers  said  that  extra  margins 
gained  through  special  sales  should 
go  to  the  patron  rather  than  to  the 
salesman. 

Fifteen  managers  indicated  that 
the    regional   supplier   in  no   way   af- 


fected their  management  of  inven- 
tories. 

The  regional  suppliers  are  some- 
times in  a  good  position  to  aid  local 
cooperatives  in  controlling  inventory- 
by:     (1)  Spotting    slow -moving   items, 

(2)  suggesting   fast -moving  items  and 

(3)  resisting  over  stocking  of  any 
commodity.  Only  one  association 
indicated,  however,  that  the  regional 
assisted  in  spotting  slow-moving 
items.  The  other  associations  said 
they  did  not  need  such  a  service 
and  were  not  aware  that  the  re- 
gional suppliers  offered  it. 


Area  Comparisons 


Farmer  Cooperative  Service  has 
completed  inventory  studies  among 
farmer  cooperatives  handling  farm 
supplies  in  five  areas  of  the  coun- 
try. A  comparison  of  these  areas 
is  shown  in  table  5.  Area  I  includes 
Indiana,  Ohio,  Michigan,  and  Penn- 
sylvania. Area  II  covered  Washing- 
ton, Oregon,  Idaho,  and  Utah.  Area 
III  comprises  Wisconsin,  Minnesota, 
North  Dakota,  South  Dakota,  and 
northern  Iowa.  Area  V  included 
Tennessee,  Alabama,  Mississippi, 
and  Arkansas. 

In  all  areas  sales  have  increased 
during  the  period  included  in  the 
study,*  In  all  except  Area  IV  in- 
ventories    increased     at     the     same, 


or  at  a  slower  rate,  than  sales; 
but  in  Area  IV  inventories  increased 
25  percent  during  the  5  years  while 
sales  increased  21  percent. 

Inventories  in  Area  IV  turned  at 
a  slower  rate  than  in  all  areas 
except  III.  In  Areas  I,  II,  and  V, 
however,  turnovers  were  calculated 
on  the  basis  of  sales  rather  than  on 
cost  of  sales  as  in  Areas  III  and  IV. 
If  turnovers  had  been  calculated  on 
the  basis  of  sales  in  Area  IV,  the 
turnover  of  total  supplies  would  have 
been  11.4  times  in  1957-58,  which  is 
comparable  to  Area  I  and  II  but 
slightly  less  than  Area  V. 


2  See  footnote  2  in  table  5, 
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Table  5.--Measures  of  inventory  operations  in  farmer  cooperatives  retailing  farm  supplies  in  five  areas  of  the 

United  States 


Item 

Area^ 

I 

n 

m 

IV 

V 

For  5-year  period  studied 

Increase  in  farm  supply  sales 

Increase  in  farm  supply  inventories 

For  last  year  of  study^ 

Percent  of  total  assets  in  inventories  at  end  of  year 

Inventory  turnovers3 

Feed 

Seed 

Fertilizer 

Petroleum 

Building  supplies 

Farm  machinery 

Tires,  batteries,  accessories 

Hardware 

Other  suppliess 

Total 

Associations  in  each  study 


Percent 


12 

20 

30 

21 

28 

12 

12 

28 

25 

28 

18 

26 

20 

Times  per  year 

21 

16 

20 

(*) 

12 

13 

18 

8 

(*) 

12 

14 

12 

23 

33 

4 

8 

26 

23 

41 

15 

17 

(*) 

4 

(4) 

(*) 

4 

(4) 

3 

1 

(4) 

2 

(4) 

(*) 

4 

2 

2 

(*) 

(*) 

3 

(<) 

3 

(4) 

6 

5 

2 

3 

7 

11.4 

9.0 

6.1 

8.3 

15.0 

8 

9 

20 

23 

8 

1  States  in  each  area  are  as  follows: 

Area  I--lndiana,  Ohio,  Michigan,  and  Pennsylvania. 

Area  Il--Washington,  Oregon,  Idaho,  and  Utah. 

Area  in — Wisconsin,  Minnesota,  North  Dakota,  South  Dakota,  and  northern  Iowa, 

Area  IV--Kansas,  Nebraska,  Iowa,  Missouri  and  Illinois. 

Area  V--Tennessee,  Alabama,  Mississippi  and  Arkansas. 

2  Period  covered  in  Areas  1  and  II  was  for  fiscal  years  ended  in  1952-56.  Period  covered  in  Area  IE  was  for 
calendar  years  1952-56.  Areas  IV  and  V  covered  fiscal  years  ended  in  1954-58. 

3  Area  I  turnovers  were  based  on  annual  sales  and  average  quarterly  inventories. 

Area  II  turnovers  for  individual  commodities  were  based  on  total  sales  and  average  monthly  inventories  for  five 
associations. 

Area  III  and  IV  turnovers  for  individual  commodities  were  based  on  cost  of  goods  sold  and  year-end  inven- 
tories. 

Area   V   turnovers   were  based  on  total  sales  and  average  of  5  to  12  inventories  a  year  for  7  associations. 

4Data  were  not  available;  included  in  "other  supplies"  if  handled. 

sitems  in  this  group  are  not  comparable  in  each  area. 
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